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lDIDDliIUCOll'flND.U'IOH:

GeorlU PSC awlitors should be provided acces. to all iDca. tax returns
and related vorkpaper••

COIIPjNJ' USPOHSE:

this fillClills is bued 011 1:be ._ II1aUDder.'taDdinl of the Cc.pany
cOllSolida'ted tax re'tUrD as ia nielaeed in UllCIiDI 10. 2. As suted ill the
re'poDSe to tbat ita, 1:be CaIIPUY 1s ill full c.,U.ance with all the rec'.
rules, Part 32 and 1:be Intemal In.... Code. Georlia'. tax liability is
calculated 011 a .taDeI-alone buis and the tax liabilltie. of the
Ilollreplated affiliates are DOt relevant to that calculation.

In acld1tion, this f1llClilli is totally without Mrit .iDce the COllP&llY bas:
( 1) proVided a detailed reconciliation of the Southam· Bell (SI) iDe.. tax
realm liability ~ the Georlia intrastate tax up..e and (2) also bas
recODCiled 1:be II tax return to 1:be lellSoU1:h Corporate (ISC) tax retum.
OYer 1:be course of the audit, COlipany perGoDllel fra the Tax aIlCI
Cc.ptrollers orauizations have spent approxiutely 10 .-ploy.. day. with
the auditors auverills tax-related questions and providilll reconciliations.
Additional dilcussioll. with COlipany per,oDnel occurred durinl follov-up
le••ions. t

Por reconciliatioD purpose., f1Dancial iIlforution for the 51 DODreplated
_titie. and oth.r sUt•• vas provided. Two d.tailed r,collciliation
pacu.e. dated S.pteUer lrud S.pteUer 20, 1993, vere dev.loped and
.w.1tted to the aud1torl. Thes. pacbles (ov.r 30 pases) prOVided a
detailed reconciliation of the 1991 II tax r.turn liability to the
intrastate tax upeue per tbe DeceMer 1991 surveillance report. Also,
the pacule. included a detailed COliparuoD (for both SI aDd Georlia) of
the 1991 federal iDe.. tax up..e ~ the 1991 tax re'tUrD as filed.

Purtbemore, a recoacUiation of 1:be 51 tax return to tbe ISC tax retum
vas prOVided clur1Dl di.cUlliou with the auditors ill Septeaber, 1993.
Acce.s to tbe 1Dd1vidual returns of the DODr.plated affiliatel vas Ilot
Ilecessary as diacUl.ed abPe, since Georgia' I federal 1Dc0ile tax ezpeue is
bu_d solely upoa Georlia'I state specific inca.e.

!Ilis fiDdiDI is vbo11y vi'thout Mrit. The reco.eDelation that access to
all tax returu and vorkpapers be prOVided is cOilpletely uzmecessary for
the reasou discussed above. .,le data vas prOVided for the auditor. to
ascertain the caplete cOllpliance and appropriat.... of all relevant tax
calculations.
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rDDDG/UCOIUIIDATICIf:

'rbe C.,., ahauld be cbalti.ld for acldtDa "'l'JC&lla 10•••• to the
Sunlil1aDce "pon: Without DotifyiDa the ee-i.liOD aDd the COIIpaDy's
failure to file tariff. aDd aupportiDI COlt of 'inici studilS.

COI!.dY IISPOICSI:
/

The e-puy is iD full c.,liuace with all e-tllioD orders rllarcliD&
~ryCa.11a. Detail. cODclmiDl the report'a apacific f1DdiDl. are
prOVided belovo

FILDIG or 'UIIlI'

Soumam Bell baa DOt been ordered by the ee-illlOD to file a tariff
cOVlriaI tile pronliOD of lIeMryCalla. AI thia fiDdiDa Val oriaiD&lly
cut, the auditora cozu:lwled that Soutllena Iell had failed to fill a tariff
ill cl1sreprd of ea.1ISiOD order. in Docket 110. 3896-1. 'DIe C.,..,
poiDtecl out to the auditora that thoa. ardara (Docket 110. 3896-U, larch 5,
1991; April 2, 1991) veri ltayed by the lultoD CouDty Superior Court OD
Apr11 5, 1991. So rD II Til.' Tel. Co. v. Gear ia Public Senice
eo-'D, at al., AcUOD e o.

1M auditora hay. DOV lbifteel their aaal)'lil to Docket 110. 4000-1 (dal
corrlct docket), but CODtiDue to atraiD to ru.cla the cODClusiOD that the
CQIIPUY should hay. filld a tariff. thl aud1tora ltate, - (iJt appearl
Southem lell dltemiDld, 011 aD iDfol'llal bub, how it intaded to
iDtlrrupt &Del illpl__t the varioUi proviliou of the order 1D Docket 110.
40OO-U. - leport at III, p. 41. In fact, Southam Bell petitioaed the
r.c.c. to pr....t the Ca..illioD'. -fr"zl- on the proviaiODl of
IleIIoryCalla, vhich the r.c.c. did. !be r.c.c.'a pr..-ptiODvu upheld by
the Ellventh Circu1t Court of Appeal OD Slpc.ber 22, 1993. Bovevlr, ODe
II1pt CODItrue the r.c.c.'a prl.-ption order aDd lu.bnqUlDt court appeals,
!:bea. actiou veri DOt iDfomal. Duriq the courl. of the liti.atiOD, aDd
util thia day, 1:be ea-ia.iOD has abataiDed fr_ further actiOD re,ardiDl
IllllOryCalla aDd bas DIver ordered the COlipaDy to flle a tariff.

a-..ol'1C&1l il a lapltered Trad-.rk of leUSouth TelecOWImt catiou

lJ1r.l'1: . the lultOD County Superior Court action Val IVIDtu&1ly
diailHd vithout prejudice becausl the ordera referred to bad balD
auperleded by later ordera of the C.-iSSiOD. Southem Bell T.l. 6 Tel.
Co. v. Gloria Public Servici C~'D, et al., Diaail.al of PetitiOD for
levilV Without Prejudice, Civil Ac:tiOD lile Ho. 0.86218, Slpt_ber 2, 1992•
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SoutMm Bell Tal.phoue , Tel••raph Co.
Georlia rsc Staff Audit"'poDI. to l1Dd1Dla
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COIIljlf USPCIISI (CoIlt'd.):

'!be auditora ba..e o...rloo1ced or ipored odulr iIIportaDt develo..-nu 111
Do~ket Ho. 4000-1 aiDee duI ..., 21, 1991 orcier. 2 OD Jul, 26, 1991, the
Georlia "aociatioa of Tel.......1D& se"1~.a (wGl1'$W) filed. petition
ukinl the Cora1aaiOD to c1&r1fy ita earli.r oreler. III pert1DeDt part,
GlTS ..ked the C-u.ioa to clarify tile ea-i.a1OD' a ilLUIltiou relardiq
tariff1Jll of JIeroxyCa1la. CidS urpd the Co-1l.1OD to avoid IZl1
interpr.tation of tM .., 21 order that would 111..01... • tariff to diaiDilh
tbe likelibood that the l.C.C. would pr.-pt r.platiOD of a-oryCaJ.l.••
The ia.ue of vbether the ee-i••1oa should ult_tel, requ:t.re tariff
filiq. V&I aquarel, ru••d before tile C-m.aioa.

Pro..1Iion of JIeroZ7C&1l. baa ne.i..ed iIL~e acrut:1Dy b1 the ea-:t.a.ioa
and other partie. to Docket Ho. 4000-1. DuriDI the ~our.e of the aucl:t.t,
the COIIPUY baa .......ry effort to apla:1D the record 1D tbe 9ariolll
1IeaoryCa1l. proc_cl:t.qa. In fact, iD da.ir report, the aud:t.tor. include a
portioa of 1:be trau~ript of a bur1ll1 before thia Coraia.ion. 'DIe
pertiDeDt portion of w quote bear. reputiDl bar.. III aD oPeD bear1D&,
before all the ca.11.ioners, the Staff, the CUC aDd other partie., the
C~'a vitAel. ltated:

1111: frow tile .t&DcIpo1Dt of tbe U1'Il1Dp r.port, .iDee the
Georlia Corri••ioa had ruled aDd that vas the rule of the
day, tIl_ tbe DOIl-r.plated -- prniolllly DOD-r.plated
iD.e.~ apeu.a for l.-ozyCalla vere iDcluded 111 the
iDtrastate re.ults .tartiDI iD JUDe of 1991.

211OU: 1M audi~r. Uft 11kev1M cwerl00Jred a protracted di.pute
vbich r ••ulted iD l1tiptiOD nprd1q De e-f••ioa'. ud 1t1 Staff"
ability ~ _tar into a protacUft qi,•••t. 1M cIeta11ed ~o.t
Womanoa aovpt by the e-t••ion ill ita Orcler i. cODficlatial trade
••~r.t 1DfonatiOD _titled to prohCtiOD UDder Cieor,ia lav. 'Dae COIIJW11
aDd Staff ev_t1I&1l, vorUel out aD arraDI_t tbroup which Staff revi_d
the C9lt data. It va DOt filed becau. tile e-t••1on took that DO
redaa:t.. _iata vb1cIa would haft afforclecl the iDfomatiOD protection vbUe
iD tbe po•••••i_ of tile ea-:t..aioa. lor. rec_tly, the Ca-i.s1on baa
iDitiatecl a rul....Jd"l, iD re.poDIe to aD order of fulton CoUllty Superior
Court, to cr.ate such a _chaDi.. III aJlT ev_t, the Staff baa bad ac~e..
to &Dcl baa review.d tile cost data.

I .....ryCall 1, a ..,i.ter.d Tra...·rk of Ie1lSouth Te1ecO'IBUDicatioDi
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COIPjft USlOlfSI (CoDt'd. ) :

Thil lta~t vu aacIe before the C~••iOD OIl 'ebruary 19, 1992. If
there vu doubt before thil poiDt, which the C.,.ay vould dilpute, there
vu c.rtainly no doubt aft.r thil poiDt relarcliD& the treatlleDt of
~ryCa1la.J

liDally, two facti are noticeably ab.ent fre. me fiDdiDI which .... it
t.po'lible to re.pond fully. .irlt, men il DO ref.race to the factual
buil upon which the awl1torl conclude that the ee-illion il UDavare that
...zyCa1la is beiDl treated u nplated for iDtrutate reportiq
purposel. III fact, the contrary appearl to be the cue. Second, the
auditor. failed to ,oiDt to IZI1 rule or r.plation of thil C~lliOD which
would r.quire the CoIIpauy to notify the C~lliOD that it il c.,lyiDl
vith the C~llion's orders. the st.,le fact il that on lay 21, 1991, the
Ca.iI.ioD entered an order Itat:l.D1 itl clear iDteDtiOD that ll.-oryCalla be
replated. the C~slion WIlt iD to au elaborate di.cus.ion r.aarcliD& its
juri.diction iD tbe order. x-d1ately folloviDl the eff.ctive date of the
Order, Southern Bell took an appeal fre. OM portion of the order aIUl
iapl__ted that portion whieb vu fiDal aIUl fre. which DO appeal vu
taken. No furth.r action vu con~lated, ord.red or n.ceslary.

ll..ryCalla orllAtIOIfS ..
the basic ....rtiOD that IleMryCalla is lOliDl...., il predicat.d on a
fully diltribut.d COlt .thodolol1 vhieb drivel lipificautlyaore co.t. to
UDreplated operatiou tbaa il appropriate. SiII1larly, it il Dot pollible
to d.tera1De the ·profitabili1:y· of a product bued on i1:l allocated aIUl
fully distribut.d COlt, u vas the cu. h.re•

.AlIO, virtually all DW products aIUl .enicel iDtroduced in IZI1 buaiDeal
iDvolve ·up front· iDv~t c-.i~tI aDd ·.tart up. co.ts whieb beliD
before the product or ••rvice il offered for lal.. It is DOt practical or
fe..ible to expect that .uch costs cau be fully recov.red by lalel menues
iD the Wtial Years. Typically, luch costs are recovered over a DuMer of

.""Ol7Ca1l i. a Iap.tered Trad-.rk of lellSouth t.leco_micatiou

)1101'I: Contrary to the auditorl' r.port, this DOt the only reference
iD a r.cord aclmovledl1Dl that IleMryCall& vas beiDI treated u replated
for iDtrutate r.portiDl purpo••s. 'Daere are otherl. Bovever, thil one
vu so obvious aud 10 UDaIIbisuous that DO others had beeD provided.
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CQIIr.urt IISlC*SI (CoDt'd.) I

year.. 1D ot:ber vow, 1:be cub flow iD the early y.ar. of lIO.t products
and ••nic.. 11 Delative due to thi. lI1...tcb of co.tI aDd revenuu. As
additional UD1t1 are .old ov.r tiM, a cro••ew.r i. realiz.d aDd a Det
proftt or cODtributiOD is I_rated 0••1' the life cycle of the product or
.enice. "Ais 11 e.pecially the c..e vith ~ryCa11a siDee it 11 a
capital iDt..ive .enice.

Tbe cODditiODl al.o totally ew.rlook the cODtributiOD fra- the tariffed
••nice chari•• which ~ryCalla pay. the r.plated operatiODl .Wlar to
uy other hhanced senice rro.id.r. Al.o, the r ••ultl do not iDclude
coapleMDt1q Detvork ••nicu (ClSs) .uch .. "call forvardiDl busy
l1De/cloD't """'1''' aDd ....... VaitiDl 1Dd1cator (JI1l1) vhi.ch are fr.quently
ua.d 1D cODjUDction vith • .-oryCa1la 1I&11box•••

BeyODd this, the C.,any vould DOte tbat it Val ~orarily forc.d out of
••1l1D& -.oryCalla for approxiJlately 8 IIODW by the eo.1••iOD &lUI
pr.cluded fra- provid1D1 the .enic. iD POrtioDi of Georl1a o1:her thaD the
Atlanta area for ov.r tvo year.. CODIequeatly,.... if there v.re uy
_rit iD t:be auditor. c....tI r.larcl1D1 "profit", ....ryCalla i ••till a
nevprocluct ¥bo.. _rutinl baa been l1a1t.d ov.r the past fev ~rs, which
clearly vould aff.ct itl profitabiliqr. Purthel'llOr., iD•••1:MDt co.;. aDd
oth.r oqo1D& expeue. for the ••nice CODt1Dued becauae the lI.-oryCalla
network structure relined in place 1D uticipation of cUitOller deud.

COIICLUSIC1C

Southem leU i. iD full aDd ca,plete coapliaDce vith all rul•• ,
replatioDl and order. of thi. eo.1••ion r.sard1D1 a-oryCalla.
Furthemore, tbe ....rtiOD that • .-oryCalla i. lo.1D1 ...,. i.
inappropriately predicated aD a fully d1.tributed co.t _tIlodololY,
overlooks tariffed .enice charle. aDd coaplfteDtiDl network ••nice. aDd
ipore. the ".tart up" nature of • .-oryCalla.

a...l7Ca1l i. lali.tend Tractelrk of lellSouth Teleca-uDicatiODl
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rDlDDiGIUCOIDID1DAtIOR:

Southern Bell'. construction prolraa .hould be rep1larly audited.

COIlAHY 1ISl000SI:

'!'be auditor. focued a po.at cIu1 of attation on the ...ryCalla
construction prolr_. thil inordinate ICrutiny r.veal.d ODly (1) a
aiaclasaification which exiatiDl control. identified and corr.ct.d on
a r.al-tiM basi., (2) a aiDor ailcl..aification of $28,500 and (3) a
on. IIOIlth tiaiDl clifference ..Iociated vith an input file ill the Caapany'.
Coat separation Syat. (CSS). The above isnu are all lliDor in nature,
and do not require that the COIIp&Dy'I ·construction prop-•••• be
r.plarly audit.d·.

Vith i ...rd to the firat iaaue, in lIov_ber 1990, the COIIpaDy did
.rroaeouly ..aip a.. X-ryCalla iJrna1:lleDt as replat.d inv.a1:lleDt.
Bowev.r as DOt.d in the r.port, thi. eliacrepancy vas d.tected as part of
th. Caapany'. nol'llal r.view of the aontbly CSS coat allocation activi~ in
DeceUer 1990. Ml adjus1:lleDt vas -.de in Dec.uer 1990 to IIOve the
iDv••1:IIeDt frOll r.plated to d.elicat.d DOD1'.plated. 'l'berefor., th.re vas
IfO coat allocation 1IIpact aDd the a-oryCalla inv.atlleDt vas correc~y

r.fl.cted both in CSS and on the Georlia Suneil1aDce bport.

lelardinl the lecond iaaue, K.-oryCalla rilbt-to-ue f••a of $28,500 ill
e.t~te K-1418 vere oriliDally booked incorrectly to capital instead of
exp..e. Hovever as noted ill the report, aD adjustMDt vas Mde in lay,
1993 to aove the rilbt-to-ue f.e. fr. capital (Account 2212, 377C) to
expenae (AccoUDt 6212, 377K).

In relard to the last ill., the report DOtea that thia ataply vas a tiIIiDI
difference due to a one IIOnth lal betveeD 1:be Ca.pany'a Detailed CoDtiDuiDl
rroperty bcord (DePI) and itl Coat separation Syatea (CSS). The DePI file
iI an iDput for idEtifYiDI in..ea~t for esS. Each IIOnth'l Dcrl file is
proc••••d by css the folloviDI aDnth. lurth.ZIIOre,.ach yur the
inv••tlleDt in CSS i. Iynchronized with the Dell in..e.tlleDt after cOllpletion
of an annual true-up of central offic. equi..-t. Thi. enlur.. that all
r.plated and nonreplated in..el~t i. appropriately reflected in CSS.

il..1jC&11 i. a bli.tered trad_rk of BellSouth Corp.

... -
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rDCDDlGIUCO'ftIW'4TIOII:

Jl1pt-To-U.. f... should be dir.ctly ..aiped wbeDn.r po.aibl••

COJIlANY 1ISlC:IIS1:

In Jauuazy 1993, 1:be C.,uay 1Dd.padeD1:ly ..eloped t:be _tb0401011 aDCl
sysu. chaDI.' vh1cb vere Dec.aaary to nri.. the COlt S.parauOIl Syat.
(CSS) allocatioD proc.a. to dir.ctly ..aip aoftware ript-to-use f ..s to
r.palateel or DOIlreplated vIaeDn.r po.sible. 'Dais allow. II.-oryCalla
software ript-to-us. f... to be dir.ctly ..ailD.d to Doureplated.

tarior to Jamaary 1993, a _daocJololY did DOt ai.t for the ee.paay to
directly ...ip ript-tD-use f ..s NtveeD r.plated ami noar.plated
operatioaa. rrior to 1993, all .oftvare ript-to-us. f... iD Account 6212
vera conaidereel c~ aDCl vere alloca* baaed upon the related central
office 1Dftl1:llDt. 'IM.&I1: _jori1:Y of ript-to-use f..a are atir.ly
replated but the•• too were iDclwied iD the apportiOllMllt procels.

lur'tbanore, tile Caapmy did conaistat1y use tile Colt Allocation
Man"I]'. (CAlI) AcCO'lBlt 6212 dir.ct COlt pool duriD& the entire p.rioel of
1989-19'3. 1'b1. direct pool vu iDitially utabllab.d aDd us.d for Equal
AccelllRetvork laconfipratioD 1Dvel~ iD JUDe 1989. TIle pool vas also
subsequntly used for l ....d to otherl iD.utMDt (e. I. , Shared "twork
Faciliti.1 .lIre..t) until January 1993. .. .tated above, aetboclolol1 Val
dev.loped and 1aplBUted in January 1993 to directly ..sip ript-to-use
f ..s.

-
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rDmDIGIIICc.DlDAtICII:

%be ee-i••ion aJaould :1aft.d-pu the illpUcatiou of a 1990 .ritch price
re.uw:tur. &Del iDer.... itl audit scrut1Dy of ..1lSouth to euur. that
baaie _iDa. &Del r.sideDd-al ratepayers are protected aaa1Dlt
cro.s-subsidi.s.

COIlAIn' USlOllSE:

Appar_tly, the auditors haft cODClwIed that the ..... decr....
n••ot1ated by the c.pany rith AT.t Val off••t by :1Dcr.ued capital
expaclitures. III adcl1tion, the auditors haft r••c.... the cODCluaion that
~IIT's price ruuucture reaulted 111 a alUft fl'. e-.ed-tift .enices to
DODC.,.utift aernees. 1'hese allepti.. are UDfounded &Del 111 fact, the
subject price reatructure and ..sociated contractual arrana__ts re.ulud
in redKtiODl 1D overall aviteh expa41tures vtUch 11 Vbat the CallpaDy
1DUDded to achi... frOll the outset.

TIle auditor. baft re,..~y be_ prOYicled proof refutiDI all of their
allept1ou. ."'1'0111 ..tiDa' betwa the aw:I1tor. and Ce-pany SIll
(iDcludiDI all Officer) were facilitated to adclre•• the aw:I1tor.' -i.a••-.
Actual Fim 'rice Quote., for both initial aDd srovth .v1tch projectl (pre
and poat rutructure) were &lao prOVided and expla1Decl in acruciatiD&
detail. The.. quote., actual contracts, pric. liats, .urrog.t. co.t
.tudie. aDd other ciK-.ntation have r....tedly d.....tr.ted beyond a
r...onable doubt that pric. r••tructur. aDd ...oci.ted cODtractual
arrana_u ba". r.aulted iD an ov.rall IV1tch co.t r.ductiOD, th.r.by
benefit1na the rate,.,..r. of Georlia. lurtber, thea. efforts have al.o
proved that AtilT'. pric. r••tructur. did ~ ruult in a abift of .x,..e
to capital.

Fir.t, CODtr&ry to tile Auditora' inf.rece., A%IIT'. pric. rutrueture had
no relatioulaip to Southern leU'. 1990 avite:h _ard. lather, each
approved av1tch "'1' Val invited to reply to a .....t for QuotatiOD
(IrQ) aDd both ATIlT &Del lorthern TelecOll were .warded avitche. baa.d on
r ••pou•• to this IrQ. Therefore any iuiDuation that the c_tral office.
av.rd.d to ATiT were due to price r••tructure i. uafounded.

sec.., the 1uiDuauon that Southern Bell v.. in"olftCl in a deliber.t.
shift of c_tra! offic. coats frOll expenae to capital ia UDfOUllded. 1'be
analog liM card v.. the -.ly barclvar. (capital) it_ that iDc:re..ec1 in
liat pric... a r.sult of pric. restructure. AI tile awUtors correctly
noted, the line UDit (a capital it_) decre... ill pric.. It should also
be noted that th. svitch IIOdul. (allo a capital itea) deere... ill pric••
AI pr.viously stat.d, coapari.oDS of pre aDd post price restructure jobs

..~...
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COIIrMIY USlOIfSI (CoDt'd.):

(1D1ual aDd arowt:l:a) clearly incl1cate that there Val DO .hift fre. upeue
to capital, &Del iA fact thare Val aD o••rall r.cluctioa iA both capital &Del
upeue co.tI.

Third, iA re.arcil to the au.cl1tor. coateDtioa that there baa be. a .hift
fre. ccapetiti". (i ••• , !Sua) to DODC.,etiti'I. resideDtial &Del buic
bus1De.. .enice., the C.,aDY bas repuuclly ezplaiaecl the folloviD&
pointl:

A. 70s af Georlia liDU-iD-Hrvice duriq the audit period vere aul0l·
bery au10I liM, vbetber it be a r ••ideDce, buic buliM•• or .. &Sua
liDe, _t _ft acce•• to a 11M UDit. SiAce auloS liae carcll are used
vith all clu of .enice (buic lHaaiDe•• , re.icleace or &SSP) &Jq
price iacruu ociated with liM carda vould DOt beDefit or act to
the cletrw.t of my particular cuataMr aroup. ID acIcIitioa, coauary
to tile auditor.' fiDdiDl. 111 footDote '38, the CoIIpaDy hal proridecl the
awiitor. mdeDc. Wt the price of capitalized operatiDl sy.u.
.of1:VU'e did DOt c:haDa. aI a r ••ult of the pric. re.tructur••

I. Dae auditor. vere correct that BICS I .upported buic buiDe•• aDd
re.ideDce liDa prior to 1bU"er.al DCS. 1bU".r.al DCS cODtaiut.ix
aclclitioul feature. that vere D..er included 10 DCS I. Since each of
the.e additioul future. (i•••• CDCel call vaitiDS, call hold,
autoutic callback calliDI, call forvardiDI-buay liD., call
forvarcliD&-dOD't .....r-all call., aDd di.tincti.e riDIiD&) hal .alue
Del 1'..... potaDtial, it i. DOt fe..ibl. to ... a .illpl. Capari.OD
betveeD tile IICS I Del UIliftr.al IICS future pacase.. The ODly
po••ible Wenace that CD be derived 11 that UDiver.al DeS bK.
IIOre future rich, Del thereby poteatially -.re "aluable, at the upeue
of DCS asp. (11&e siz aclditioD&1 future. cODtaiDed in UDiversal DeS
vel'. r.-o.ed fre. the DeS £Sua feature pacbse).

C. luie buiae•• lad ruidace cUl~r. actually baefited fre. the
rearoup1D& of a areater ..-bel' of DOD £SUa-.pecific feature. vhich
beca. a"ailable caiDcidat vith this restructure. Dae.. futures allov
SI'1' to arbt cODuibutiOD-rich .anice. to the.e custaaer. which belp
off.et the co.t of buic .ervice. It i. al.o tapOrtaDt to Dote that
there baa been DO incr.... in buic buaiDe.. or r.sicleDc. .enice rate.
.. a r••ult of this re.tructur••

lour1:b, aI the auditor.' haft .iDclepeDdatly corroborat.d with U&T, price
r.structure Val illpleMDt.d Dationwide Del vas iD DO vay unique to
BeUSouth. Obviously, the coneerD. expr••••d by OD. custc.er, albeit a

.~.
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CORAl! USP(IISI (Ccmt'd. ) z

_jor ou, would DOt cauae an overall DatiODV1de chanse a AT&T's switch
prical. '1'barefore, tha alleptiOll that tha restructure vas specifically
directed to coaceru uprused to AT&T Rework Sysuu by IellSouth is
clearly UDfouDCled.

AT&T is outr..ed by this alle.atiOll and seat an UDlolic1ted letter to the
'SC audit __.er with • copy to all tba eo.1ssiours. _ affidavit vas
.ttaebed to the letter siped by an AT&T .-ploy.. avolved a the
re.'trllC'ture usufy1D1 in no UDCen:a1D 'te1:lU that the res'truc'tUre vas •
resul't of urka't r••••rch cO!lduc't.d by AT&T.

Fifth, th.s. all.l.tiona vera sufficiently iIIportant, and obj.cuOD&bl., to
Southam Bell that the Cc.pany r.'ta1Dad aD uuffili.ted third-party
Couult1Jl11j.ccOUD'tinl fim to tnV.sul.te thi. ..'t't.r 111 deu.11 and 'to
pronde aD unbiu.d expert opinion. This fim's conclusions .Ir,. with the
C-P&D7'S position a this re••rd and fad no Mri't. a .., of the
auditors' all.lations.

As • final no't., even a the face of .xteuiv. ualy••s provided by the
Cc.puy to the auditors, AT&T'. independent c:hallen.. 'to the awli'torl'
conclusion., and the analy.e. of a _jor accountinc fim'. 1Ddependea.t
review, the auditor. cOll't1nued dOVD the vronl 'track. This displays mst
poipan'tly the auditor.' lack of objec'tivi'ty.

isBs is a reilstared tracHurk of AT&T
aESS! is a relistared tradeaark of AT&T

... .
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I'IJI)DlGlUCO"PNrIOII:

The 1IIc:lua101l of 1eUSoU1:h Ierne•• ' _t 1Dc.. aDd equity iD the
Sune11la1:u:e "port provided a ,wlcly for lt1 noar.plated. erE products
aDd ...ked the oYer-.amiD.. on .al.s to t:be replated operations.

COIIrMIY IISlOHSI:

'11dI fln(Unl 1Dcl1cate. a failure OIl tbe part of tbe auditor. to UDdar.tuel
t:be relatloD.h1p. betvHD II aDd ISS aDd be~ SI aDd lt1 cuatOMr.. It
al.o fails to recopl•• that IIOriJll tbe ISS d1.1daDd &Dci iD•••tMDt abo••
the liD. i. a further protectioD to the ratepayer.

'Dt.e audltor.' cOllfUl101l about tb.e relatiODltlip betveeD ISS and SI and. the
r.latlonship betveen SI and lt1 cuat_r. hal led. t:be auditor. to ... a
nuaber of eUOIleoUl conelualou. '%he aw:l1tor.' .u~t 1:bat WluaiAus
ell VAl aD unprofltabl. line of bua:iDu. and DeYer 1bo1l1d ba.. been added
back to reauJ.ated operaU..• 1. based OD cODfus1D& De tvo relatiOlLllUp••
ell VAl a DODrepalatad 11M of bua1ul. at sa and 11&1 alvays tr.ated. AI
DOnreplated OIl $I boots. ISS VAl Dot iD t:be erl bullDe.. and bad. no. 10.... r.lated to CPl. 1

'%he cc.puy rill aclclre.. w.e 1.... by dl.cua.1D1 the folloviDl poptl:

1. ISS/SI lelatloDlh1p. aDd SI/U Cust.-r lelaUOILIIUp,
2. ISS' blUlDl _thoclolol1,
3. CPI OperatioDl,
4. ISS Equ1'tY,
5. llaDdliDl of ISS 1Dc0M and 1D•••~t for ""·kiDa.

1US"elid baft a I*Iftplatad aubalc11u7, ..llSou1:1l 'rod.uctl, (ur) wb1ch
urated cU'UiD crl pl'OCluct.a. JIoVn'.r, AI DOted iD 1:be aucl1tor'. report,
IU ra.ultl vera not 1Dclwled in De ISS cl1Y1cleDd and 1DY••tMDt vlUcb
vere 1Dcluded iD iDtrAlt:ate re.ultl.
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COIIP.tII! US!CIISE (CoIlt'el.):

ISSID IILt.1'1CMM" ... SlID CDSmIII ULA%ICM'SH',
!be auditor baa coafueel the nlatiouh1p betvHD ISS &Del sa with the
r.latiouh1p betvee sa aDel itl cut..r.. ~ de.cription of the two
relatiouh1p. 11 proyideel below:

ISS/sa -.lat10D1hip

ISS pr0\'1decl lID)' cutralia•••nic•• to 51. AI OD. of 1t1 ••mc••,
ISS Il&iDta1Ilecl inyutory for SI. "'1' au. 1JrMatory Val u.el by D
for r.pla~d operad... or DODr.plaad operati.. Val COllp~1
irr.1eYut to ISS. ISS chaqeel sa for the co.t of purchu1q
iIlyutory, upeu.. r.lated to haIldl1q the iD9utory, mel _ co.t of
capiW. (lor f1l1'1:ber details .....Cd.OIl _ ISS' billilll ..modolol)'
below. ) '!'be proyi.1_ of :1JrNIltory to SI Val IIJT an UDprofiubl.
bUliM•• for lSI. 1'b1. i. true ¥bethel' ISS vu pl'O\'id1q 51 with erE
illy_tory or DOll-erE relat.d illy_tory.

SlISI CUlt..r lelatiouhip

SI, in tum, ueel tbe iIlftDtol'1it purclaued fl'. ISS ill both i~
r.plateel &Del DeIlI'eplateei operatiou. If it vu ued for repIateel
cuat..r., it Val booked to nplaud operatiou. If it vu ueel for
CPE c\ll1:-.r., it Val booked to DODr.plateel operaUou. fre-
r.plated CU1:-.r. vel'. booked to r.plateel operaUOIlI UId rn .
f~ CPE CU1:-.r. vel'. booked to IIOIlnplateel operaUOIlI OIl SI'.
boob. IJJ1 10.... fre- CPE vel'. boobcl .tiruy to DOIll'.plated
operatiOlll OIl sa boob. CPE 1oI.u relined ill IIOIlnplateel operatiODl
_ 51 boots aDd ven IfIVII •added back to nplaud operatiODl.·

ISS' m J _ Ie, iiiKIXD.OG!'

AI d1.lcuaHd aboft, ISS vu, ill u • .-c., _ co.t c_ur, vh1ch proricled
looU aDd ••nic.. to itl cli.tI, prillarily SI aDd SCI. lor ••nicu aDd
looU that it prorided the t.lco., ISS deteDliNd DeiI' co.tI _ _ fUlly
cl1Itributed bui., added the allowable rate of re1:llm, aDd claarl.d the
telco. the r••ultiDI fil"l'.. ror iu'taIlc., if SI ..ded erE for a
Clll1:.er, ISS cIe1:eZlliDed the co.t of the CPE UId tha added to that co.t
the _ ........ociat.d with blDcIliq the CPE, iDcludiDI _ pr"~l'II1Ded

co.t of capiw. If ISS provided 51 with a ••nice, iutud of CPE, it
follovecl the laM path. It detuw1ned the co.t of the ••nic., achIed IDY
other .,..•• iDcurred, iDcludiDl I COlt of capital, IDCl bill.d D. It
Val irr.l.YaDt vb.ther CPE Val iDvolYeel or aDy other .enic., ISS
det.~d the co.t, added _ co.t of capital, aDd billed the re.ult to SB.

~. -"
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CORAilt USlCIISI (COAt'd. ) :

7be co.t-of-capital _tbodolol1 ...pacifically c1uiped to "1II"e that
cro••-.ub.id1&atiOll tid IIOt occur. Ian1ap nqu1r_ta faT ISS vel'.
det.miDed baa.d OIl the 09.rall allowable rate of returD. 1'b1. eam1DI
requil'__t vu ...iped to poola of operatiDI UDita nth .1a1lar ....t
uaqe ill proportiOll to the ..Hta ill the pool. .l co.t of capital 10adiDa
vu tba calculated for udl pool to adI1ne tbe 09.rall allowable rate of
r.tum. By 1&IiDI Ui• ..a.odolOl1, tile co.t of capital for .ach type of
...u took iIlto acCOUDt diff.reDt ual. aDd turBO••1' rates.

If it vel'. al that vaa beiDI billed to sa, SI would record the chari. AI
aD uu.pa1ated .,...., &Del if it re.old the al to a cu~r, would
r.cord the 1'..... fr_ the aal. AI UJIl'eplated nftIUIe.. If it vere a
r.plated ••mc., 51 paid for the ..me. out of r.plated fUDela. ID
.ither -.eDt, the d:aarp. to SI fr_ ISS vere baaed OIl the s.. o••rall
rate of rU1lm. "., calC1ll&t10D by the auditor. that purport to alaov that
ISS unaed a cI1ff.reDt r.aana OA ita iaY••taat ill al .. oppo.ed to 1:M
odler ..nic•• it pronclecl, i ••illpl,. iDcorrect. Such a ccmcluioa i. at
ocldI with both t:be 'theory aDd the facti vlUcb UDd.rlie ISS'. biU1DIS.

Obriouly DO .ublidy occurred, becau. the price sa paid ISS for erE aDd
tAe 1'...... nc.i.ed frOll the eDCl u.r vel'. all treated as UDr.~d
••mc... 2be ratepayer. vel'. DOt aff.cted beca.v.a. e••ry ••nice aDd
pTOc:luct weI'. urad up ~o achien ita ahar. of the eaminls r.qu1r__~I.

'1'be aud1~ report i. iDcorrect 10 ita a1leptiOD that .", elE 10.... or
iIly.tory vrite-dovu illpacteel the replaucl rate,..,.r. ill CPE loa...
vel'. booked _tiAl,. to DOIIftIUlated by Sou1:Mm leU. 2be C..,.",'.
accOUDtiDl for the CPE iDftDtozy wiu-dovu ... &lao appropriate aDd it
"1II"ecl that the nplated ratepqer vu DOt adftr.uylllpacted. .", CPE
a.eDtory vrite-dovu vere .ublequatly bi1lecl to SoutMna leU &Del South
Central Bell aad booked u a rev.... clectuct to CPE lIOIIreplated r..auu
(Account 5280). 11l1. accoUD~1D1 oDJ.y lIlpacted DODreplat.d oparat1OD1.

lSS ..m
AI .tateel "a, eam1DI' rtNlu1r__ta for ISS _ra deteDl1Decl bued aD the
o..rall allowable rate of ntum. '!be auditor'. raport i. flawed iD ita
an.pt to ...lp equity to buaina........ta. '!'be ee.puy could DOt aDd
did DOt ...ip equity iDY••tlleDt to ita bUliDe.1 .....u.

~...
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COIrAIIY USl'OlCSI (Cont'd.):

Vitia dw r.iDulration of All, $55.9 IliUiOD of eq1l1ty v.. iDfua.d into
ISS. !hi. eq1l1ty coui.ud of approz18w1 $32.6 IliUion of in"atory aDd
$23.3 aUliOD of c..b equi"aJ..tI ud other ....tI. Tbe iDYatory v..
ua.d to fulfill SI aDd SCI'. Deeds, wbic:b v.n .ither r.plated or
nOlareplated depadtDI upOD dw ultiaate lIIal.. 'lbe iDvatory ..y ba"e
bHD uaed by sa to pronde erE to enema! cua~r. or to provide
equipMllt for talco internal DHda. tU $23.3 lIillion of cub equi"aleata
aDd other u.eta vere utiliz.d by all ISS operatiou, cODIutiDl of
providiDl ••rvic.. aDd producta to the telco.. 'DuI.e ...eta reduced the
need for additional fUDdiDl fr_ oth.r .ourc•••

the auditor'. uae of $55.9 IliUion .. Cli .quity i ••rroneoua. As
di.cus••d above, the ab.olute llUiaua aIIOUIlt of ....a d.ployed for Cl£ v..
the $32.6 IliUion 1D iD..atory. If die auditor bad r.copiz.d thi. ill hi.
ca!culatioa, hi. rewna for Cli voulcl ba". bHa .ip1ficaDtly Ilipar ad
hi. r.aana for r.plated would ba". been .ip1ficuatly lover. 'rbi. vu
di.cus.ed vith the auditor. on m.eroua acc..iODl. '!hi. further abov. the
.rrODeoua Dature of the awI1tor'....u.ptioDi aDd coneluaiODl.

l'urt1:a.mor., the audit r.port 11 iDcorr.ct iD itl .u.latiOD that .~
C.,.., iDcruaed the acid-back to ita nplat.d rate bue _rely by
reliev1D1 ISS of ita liability for ad't'aDce. fr_ oth.r affiliate•• • In
1989, ISS did rec.i"e equity iDfusioDi of $20 IliUioD &Del $30 IlillioD frOll
SI ud SCB. Bove".r the.e .quity iDfusiODI vere DOt related to Cli but
vere n.ce.sary to reduce the le"el of ad't'aDC.. fr_ the telephone
ca.paDie.. At tiM. th••e acl..mee. r.acbecI a thr.shold vb.n UDaI__t
d...d it appropriate to reduce thea rith equity 1Df1IIiODl. 'Dulle equity
Wusions (ud all ISS .q1l1ty) vere utiliz.d by aU ISS operatiODl, Wic:b
CODli.ted of prond1D1 l.era! .enieu uad procluctl to itl eliatl. '1'he.e
al.eta reduc.d the Hed for additioD&1 fUDdiDI fr_ other .ourcu to
.upport ISS' nomal op.ratiODl. the needs for cODtiDuoUi fUDda vu
e..idaDc.d by prior and .ub.equent telco fundiDl to ISS for ODloiDl
operations •

....LS or ISS DCCIII ..~ lOa .......rnc

AI AD adcl1tiODa1 proteetiOD for tile ratepayer, all Ul'DiD1. by ISS vere
r.turaed to SI aDd SCI in the fona of d1"ideDda. Par iDuutate rat='kiDl
purpo••• , the telepbODe cOllPaDie. iDclwled both their iDve.tMIlt in aDd
di..iclada fr_ ISS 1D abo"e-the-l1De accountl, thereby further ..uriDl

...-.
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COKP~ USPCllSE (Cont ' d. ) :

tbat profits f~ ISS operations vere "turnecl to iDtrutate ratepayers.
Therefo", iDtrutate ratepayers were DOt OYerdaarled by BSS. lun:1uImore,
u stated in the awI1tor's report the treatlleDt of tbe iDvutlleDt in ISS
aDd iu net iDe... were specifically considered 1D SCHlthem leU's Iule
Nisi (Docket 3905-U) procHCl1D1 aDd this treatllBt vu allowed.
Specifically, a ISS divicleDcl of $3,530,021 and BSS 1D9utlleDt of
$19,328,907 were uaed in the lW.e Nisi rate se~lDI. '11l1s re.ulted 1D aD
18.3% rate of reaam aDd a reduction 1D rnenue requir-.nts for
Sl-Georlia.

The audit report is correct tbat tbe refad for ISS alle.ed overeamiD&' in
cODDectioD rith the rcc audit vu boobd to interstate. operatiou only.
Hovner, that acCOUDt1n& vu enunl)' appropriate .iDee U)' alle.ed over
eaminls were alre'" in inuutate operations tbrouIb the ISS dividend.
In adcl1tiOD, it sIaould be DOted Uat S01&tbem leU &Del South central leU
alao voluntarUy reduced their plat acCCRlllU by $3.9 IliUion•
• pprox1aatel)' 75 percat of that reduction did let ..sipecl to intrutate
operations.

The auditors ha.e llisunderstood the role of ISS IDd iu bill1D1
_tbodololie.. ISS applied a cost of capital to all proclucts IDd .ervice.
aDd this _daoclololY vu specifically desiped to euure that
cro.s-subsidization did DOt occur. EarD1nIS requ1~u (DOt equ1~) vere
usiped to pools rith s1ll11&1' u.et ua.e. 'Dl1s pmated ISS fl'.
subsidiziDl CPI aDd o.er eam1n1 on replated operat~ODS. lur'themore, the
incluiOll of the ISS dividend aDd 1n'rUtMDt in iDtrutate "sulu vas aD
added protection to the ratepayer.

~. -
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The calculation lIDCl book1D1 proc.l. uaed to record tru.fer. of equi,.ent
betweeD r.gulat.d coapui.. should be _chaDiz.d to pr,veDt error••

COIIlMIY IISPOIISl:

The report correctly cODel..... tbat SoutIaem Bell i. - •••corr.ctly
follov1Dl tJae rulu 1"'miDI tJae uuaafer of replated ..aeU frOll ODe
juriadiction to anotJaer••• - uad it atatea tbat -DO .rrora ver. Doted 1D the
data revieved••• - 'J:he COllC'1'Il uprealld i. tbat tJae procu. of r.cordiD&
the trUllfer. is Dot _chuiz.d and it lbould be in order to preveDt .rrors
lIDCl up.diu die joumal proc.aaiDI. AI ltated in tJae r.port, SI is
planniDI to _c:haDiz. dais proc.,a. CUrrent plana are for qlt. t.,UDI
in tJae fourth quart.r of 1994 nth iapl.-ntation by lecond quart.r 1995.
This should alleviate any conc.rns rai,.d by this fiDdiDa.

•
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lDDDlGIIICCIIIDIDA'l'IOH:

lec_t lel:1a1&ti•• aDd r.platory 1D1tlativ•• iDcr.ue the urleDcy of
.1iaiDatiDl .ub.idi•• foUDd 111 thia auclit.

COUAIIY USlC*SZ:

SINA'l'E IILL 566

'!'be c~u, o.,natiou aDd' cODClulou .... by tile aud1tor. rith
r••pect to saute 1111 566 (S.I. 566) are cGIIPlewy lIi.l,adiDI aDd r.fl.ct
a total lack of objectlvity OIl the part of the outalde couultaDu.
rol1tical c~tary aDd .peCulatiOll OIl tile COIIPUY'. or aayou'. IIOtlv••
a the l'll.1&ti.. proc... are far r..ved f~ the .cope of thi. or aD)'
cr.dlble audit. Thl. f1Dcl1D1 llipt be appropriate OIl the eclitorlal pale.
of a nevapaper but has no place 111 a forul aucl1t.

rir.t, Southern Bell did DOt propo•• S.I. 566. SouQam Bell has DO _t
a .1ther <:heber of tbe Gen.ral ....-bly. Iutucl, tbe bl11 vas
co-.pouored aad atrocluc:ed by four hiPlY reprded, vel1-rupected __r.
of the State saute. AI .tated a tbe pr.-b1. to tbe bill actually
iDtroduc.d, S.I. 566 vu d••iped to recop1•• aad pr.par. the State of
Georl1& for .....tal chaDl'. ta1dDI plac. 18 tbe telec~tcatlou
iDclutry. 'fb. bill .0uPt to ••cur. the benefita of tile•• chaq.. hr the
citi of thi••tate. Vlthout a doubt, Soutbem Bell .Uoally .upported
the ur••

The auditor. CODtead tbat the CoIIpaD)". prtaary IIOti•• for .UPportal .uch
r.platory r.fom vas to abanc. lta opport1lD1ty aad iDe_tlve to
cro••-sub.ldl.. betveeD r.p.lat.d aac1 clerep1ated .erric.. aDd to shlft
co.t fraa c.,.titiv. to DOD-CCMlpltitiV••,mc... They further ....rt
tbat UDd.r .uch l'lls1&tioa, tbe CoapaDy would bave tile -ware.tricted
&bility- to ••t pric•• , ritbout r'lard to co.t for c.,.titive ••nieu.

Ther. ver. abaolutely DO pron.lou 1D S.I. 566 tlaat would ba•• pera1tt1d
the C.-pUl)' to perpetrate .uch abus.. Thi. l'll.1&tloa did DOt propo.. to
dar.plat. aD)' ••mc... The C.-1••iOD vu liv- tbe authority to
dar.plate ••nic... It has tbat authority today. See O.C.G.A.
4~-.2-23(b)(1). Tarlff filiDI for replated ••nic••vOU1a bave cOlltiDued.

IOte: CoDtrary to the Report, tbe bill vas DOt ritbdrava. It vas Dot
voted out of C~ttII. IIowver, both 01...1:. pu••d r ••o11lt1ou
••tablislaiDI .tudy c..t.tteI. to a-tD' 1._. r.1&ted to
telec.,..mt catlou aDd local caapetlt1oa.

.~..-
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COIrjlf USrGllSl (CoIlt'd. ) :

Price levels for all DOIl-buic s.nic.s vould ha~. cOlltilwed to exceed 10Da
ruD 1Dcr__tal coats. 'DIe ee-tssiOll ~ald have 1l&inta1Decl full
r.platozy oftrsipt over all r.plated semc.s to ..sur. that couu.er
and cc.petitiv. saiepards are adh.red to.

In fact, UDd.r 1:hia lqialatioll tbe pric.. for buic a.nic:u would bave
been cappe. at atat1D& levels for tbne years, afur vlaicb they could OIl1y
have been raia••, if at all, by tDe rate of inflation. III oth.r worela, the
opport1ll1ity to Mift COIU to the -captive cut-.rl- would ba~e been
virtually elilliDated, ratAer tIau .hanced. It u Ilisle.diDI to refer to
theae .. iIldexed pric. iDcreues. To ngut tbat COIU, aDd 1:bu prices,
CaD be ab1fted fl'. c.,.titi~. to 1l000-c.,.uti~., optiOD&l ••rnc•• is
pur.ly .peculativ. aDd c.,let.ly IIDreal1atic ill .ith.r the current
envir~t or ill 'tbe envirOllMllt .visiODed UDder S~B. 566. lventually,
c.,.titiOD would driVI the pric. for all a.nic.s. III wir aulYlis t the
auditor. clo DOt neD -.ation tile fact that Southern leU, 01' &Il1 other LIC,
would bav. to, ill .ffect, surr•••r itl local fruclU.s. in order to obtain
the replatory flexibility which they de.cribe in aubj.ctive aDd ai.l.adiq
t.DI5.

The auditor.' rtiou, OIl the .urfac., would iIlcUcate that they uva a
fUDel_.tal lIi r.taDdina about S.B. 566 aDd &lao do DOt fully
unc:ler.UDcl the curnat r.platozy O1"er.ipt proc... utUized by the
Ca.iasiOll in tariff filin,s. Bovev.r, a couiderabl. UIOUDt of tiM aDd
effort v.. upencIecl in ord.r to .ducate tUa ill that r.prd. ",arell.as,
it i. not aD aucU.tor'. 1'01. to ar.,.. policy. An auditor teata vb.ther
policy, .. r.flec:ted in CUl'l'lPt rul.s &lUI proceduru, 1a beinl follov.d.
Political poa1:Urinl and propostication hav. DO plac. in -audiU.-

~.
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lDlDDKiIUCOMMJDAnCliI

The Coapuy'l r.p1&ted VI. Donr.plated co.t allocation procel. should be
.ubj.cted 1:0 contiDued aDd iDer....d audit .crutiny.

COKrjIIJ IISlOHSE:

AI .tat.d by tlae auditor. 1D the r.port, tile•• trauactiou bad DO adv.r.e
iapact on Southem Bell' I r.p1&ted activiti.. 1D Cieorlia.

Public T.l.pboDe Voic. ......1DS 5enic. (rnlI) vu ...r offer.d to the
public 1D Geoqia. AI .tated 1D the auditor', report, the u.i....t of
ov.rhead co.ta to DODr.p1&ted mil operations by the Caapuy'. Co.t
S.paration 51'.t- (CSS) beDefit.d the Georlu rat.pay~r.

The revaue. u.ociated vitia CuatGMr Dial.d AcCOUDt lecorcliDl (CDAa) baft
been u.iped to replat.d. Dae r.v.... ¥ere ...ip.d to r.plated
operatiou because the co.tI u.ociated vitia _dify1D1 the ee.paay'.
billiDl ay.ua (CUltGMr lecord lDforutiOD SYI~ - CUS) were .ipificut
vbeD c.,ar.d to tile product's lUll reva••, particularly .iDee awl
.ervice repr••atl aD older d.cliDiDl tedmolol)' 'that rill evatually be
eliaiDat.d. Bovev.r u .tat.d 1D the r.port, the uptIIla•• ¥ere properly
u.iped to Doar.plated operations, aDd ratepayer. alaiD beDefited froa
'thi. trauactiOD.

~.
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rDCDDlGIUCOIID""lTIOIf:

The awli~ors rec.-nd the use of positive tiM r.portiDl for lellSou'th's
and Southern lell's le.al departMDu.

COIlAIIY 1ESP000SI:

Thi. f1DcliDI is lDcorrK~ iD iU ....niOD tbat current tiae report1D.
procedures &Del CODUOU are iDadequate, particularly iD the le.al area.
The reea__ded use of positive tiM reporUDa for le.al vould be a costly,
vorle iD~..ive effon. The ee.puy &Del the .tire 1DGustry are curratly
atu-ptiDl to tiM reportiDI procedure. _re cost effeetive (e.I.,
statistical s liDl tiM report1D1 for certaiD Mtvork ~loyees). The
reca.eDdation for adclitiOD&1 posiUve tiM reportiDI vould be .viDl in
the opposite direction. .

The Coapuy's respoue i. prOVided belov iD the folloviDl areas; 1ST t18I
leportiDI &Del cost allocation, Job PuDcUOD Code awliu, &Del the ISC
allocation of lelal co.ts.

BST TID IIPOITIHG JHD COST ALLOCATIOIf ..
The tiM of each .-ployee is ..siped to a Job I'uDc:tion Code (JlC) ..
detemiDed by an analy.is of that .ployee's vork. ODce the a.siplleDt is
ude, it is updated periodically or vheD the .-ployee'. work CODteDt
chanaes. '1'be .-ployee uses •exception tiM reportiDlW vbeIl the .-ployee
does .oaethiDI totally outside the .cope of hi. or bel' no~ duties, i.e.,
cloes vork that would DOt nomally fall vithin ODe of the J1Cl used by that
.ployee.

The usia-at of the .-ploy..'. tiM to the various JrCs could be audited
by &D)'One who cboo.es to do .0. In CODclw:tiq such an audit, the auditor
could deteraiDe ¥bethel' the 8»loyee's tiM v.. properly apportioned.
Daily tiM records are DOt necessary to achieve this s... re.ult.

1Nr1ll& 1988-1991, departMDtal JrC repres.tative. vere rupouible for
trliDiDI eaployHs iD the use of Jrc. aDd for coordiDatiDl appropr1ate JrC
~Ies. In OCtober 1993, the re.pouibility for perfomiDl accountiq
data revievs Val c.~raliaed in the Coaptroller' _ TiM IeportiDl
Ad8iDistration and Ca-pliance sroup.

'l'bis Il'0UP DOW perfoZlll sea1umual JrC revi.. utiliaiDI .tatistical
-gpliDI. Acljustllen~s aDd chaD.es are ude if appropriate. AlIo, effective
iD the fourth quarter of 1993, a IIODthly report of Don-acmetary payroll
chan.e. (e. I. , _ployee IIOve., chanle., etc.) is be1ll& la.ra~ed &Del ._t

-~..-
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COIIlAIY USroNSE (Cont'd.):

to .e__t accOUllt1AB coorcl1Dators. 'DIue .....t accoUDtinl coord1Dators
are r••ponsible for reviev1D1 their ..,loyee.' JFCs &Dd iD1tiatinl any
chu••s that .y need to be ude. This prorides an effective control to
ensure tl:aat JFCs are updated vbeD .-plo,... ' re.ponsibilities chaDle.

rurtDeDlOre, the auditor'. recCl.eDdauOD -t!aat tbe COlt pools to vh1ch
Lelal DepartMllt tiM is a.sipable inclw:le DODreplated, interstate aDd
intrastate-. •• i. not appropriate. Firlt, the Cc.pany'. Co.t mocati.
KIDual (CAl) iDc:.lw:les a direct r.plated/DODreplated cost pool in Account
6725 (le,al ezpense) IDd that COlt pool is used. secondly, interstate ud
intrastate allocation is handled via the Part 36 Separations rules and not
by CAl co.t pool,.

The abo.e de.cribed procedure. &Dd controls reprcliDa Job PuDction Codes
and ncepuOD tae reportiDI are _re Qu adequate to ensure that 1ST's
le.al co.ts are appropriately allocated to replated and noareplated
activitie.. Additioul burdeDlOlle po.iti.e tae reportilla by 1ST le.al is
not nece.sary siDee their efforts are ....rally as.ociated vith acti.ities
vith1D 1ST &Dd they do DOt provide 1.lal senice. for DOnreBU1ated
subsidiari.s. •

JOB rtlCCTIQII CODE AUDIT

1'be ltat_t tbat daere vere DO audits of the Ltlaal DepartMDt i.
II1llucliDl. A.s DOted 1D the auditor'l report, th.re vas a DC awlit in
1991 aDd __rl of the Lalal Depan:.nt vere included as part of the
UDiftrl. that vas l.-pled. All SI .,lo,.e. vere mcluded 1D the audit
l..,le, &Dd the •..,le vas .elected .0 that it vould be .tati.tically valid
at the 95% confidence level for the \IDi.er.e of all eaployee••

ISC ALLOCATION or LEGAL com
1'Iae auditor••tate that 88 percent of I cert&iD ISC attorney'l (I.. Frolt
IraDOD) tWe vas asliped to replated. Actually ODly about 63 percent of
hil 1::We vas cbarJed to iDtrastate replated operatiou. Approziutely 88
percaDt of 11'''''s u- vas billed to telephone operauODS. Of thil
..uat biUed to tile telco., approziutely 95 percent vould haft be..
a••ipecl to replated operation, vithin the telco, &Dd approziutely 75
p.rcaDt of that aaoUDt vould have been charled to mtrlStat. operations.
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COIPAIIY IISPOHSI (Cont'd):

I'ur1:bemor., iD request JVC-49, tile aud1tors ..ud for a list of all of
leUSoutb'l lepJ. fUials iD 1991, vIl1ch v.. provided to••ther vith the
UM of tile anomey tJaat vorked OIl tile filial duriDl tbat period. '1'lle
auditors tid DOt sufficieD1:ly mi_ tile UDderl)'iDI vork to cletera1lle
vhether it iDyolved replaUd or UDnplaUd activities. III aclclitiOll, tbe
auditor. tid DOt ..k vlaetller k.lraDOD vorad OD other unarl clu.riDl tbe
r.lnut period. Couequantly, tbe aud1tors tid DOt uk for sufficient
1Ilfoftl&tion to r.ach tbeir conclusion.

III r.yiev1D1 the l1llited historical iafozution requested, tbe aucl1tor.
failed to couicler or iDquire CODC.rn1IlI cJ:aaqe. iD the ~iM r.portiDl
proc.dure. ¥bieb hav. ubR plac••1IlC. 1991. Upon couol1datiOll of the
BellSouth and lellSouth Enterpri.e. ludquarter. orluizatiou, the
ca.b1Ded Lelal Deparaent illpl-.nted procedure. for replar periodic
tiM uacl expens. reportiDl. '1'IIes. proceduru van illpl__t.d becaus. of
the 1Dcr....d lellSouth Lelal nepan:.eat vork for UDreplated eDtitie.
which occurr.d folloviDl ca.b1ll&tiOD of the tvo orpaiZ&tiOlll. Prior to
that tiM, ••t 1.pJ. work for lellSouth Interprise. c_pan i •• vas
perfomed by the lSI Lelal Deparaent, rather thaD at Ise. Accorcl1Dl1y,
this fiDdinl i. uzmec•••ary and without Mrit as to both itl factual.. b..is
and cOIlClusiOlll. 1

The awliter. could haft .uff1c1eDtly explored tbe allocatiOD of Br.
Branon's tiM to det.J:II1D. wh.th.r the ea.puy bad properly allocated
it. '!'bey did not, and as a r ••ult, this f1Dcl1D1 is vithout support.

1..' apla1Decl in • pren.oUl sectiOll, tbeH procedures are Dot required for
th. IS'!' 1.lal departMDt due to the natur. of th.ir work.

~.. -
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rIlDDIUUCCIIIIIRDArIOII:

aa.jniAI calc1l1&uou r.lauaa to affil1&ted· traDSacuOIl. .hould r.copiz.
operauOIIS, .uch .. BArCO, vlUch are treated .. r.plated at the iIltrutate
In'el.

COIlMIY USrOHSE:

Thi. fiRdilll iReludu ....ral 1Ilaccurat. .tat-..atl aDd cOllClusiou which
are uplailled below.

lSI did ROt iReur all acu.i•• l ...e ,.,...at. The diff.r8llCe in the tva
le.... i. uplailled by .arious beDefiti r.c.iftd by lSI .uch u private
lobby area, fir.t choice of floor .pac., floor louuoll, etc. which are not
quantifiable for purpo.e. of the finaDcial ca.parilOll perfomed. Althoup
th••• diff.r8llC•• are iIIportaDt, lSI Mftrtlael••• adjusted the pot_tial
chained o••r ...e ucb year to avoid .... any po••ibility of r.platory
1l000000IIpliance.

lurtber, thi. fiDdiDI, eYeD ......rted, DO 10ll1.r baa any buia bec&u.
lSI c....d leuiq .pac. iD the 1100 buildiq ill 1994.

e
Thi. f1lld1ll1 ia alao ill .rror because it draw. iReorrect di.tiDctiou
COIlC.m1IaI BArCO. lleU:ber BArCO nor itl eamiIll' are de..d r.plat.d by
the rec. Further, BArCO i. ill aD iIl~ely c.,.titiv. buill••• aDd
·treatiq it as r.plat.d· for this purpose i. Nycmd the C.-i••iOll' I
juri.diction. !be aL audit and potential chaiDiDl calculation ver. thus
validly perfor-ed.

In additiOll, lSI'....._t f.. to BArCO vu calculated &I • perc_tal.
of BArCO'••zpeIlI.' .0 lSI'. iReurred 1.... co.tI did ROt aff.ct lSI
chari.' to BArCO or reduce BAlCO'. Ret iReOM ill all,,! w.y.

Purtber, ill various uaaly... related to UDaI-.at f... , lSI hal
d....tr.t.d that o••rall co.ts of lSI iReurr.d OIl behalf of .ub.idi.ri••
Ir••tly aceeded chari.' to its .ub.idiari... BArCO i. iIlCl1&ded in ucb of
the.. &Daly.... ... if ·ac•••• 1.... co.tI all.l.d by the audit te_
ver. cleducted froa full,,! di.tributed co.ts or oYerbead r.te. ill th•••
analy•••, allocatiou c.,uted ill cOllpliance with the JCO would .till
Ir••tly uc..d actual chari.' bill.d to all .ub.id1ariu, particularly
BArCO. The Georgi. .udit t •• bu bad the opportullity to r..iev th•••
analy... ill the C&L vorkp.p.r. and yet failed to r.copize or acbowledle
this fact.

...
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COJIlAIIY USrOllSE (Cont'd.):

The audit te.'s reca.eDdation that the ee-1••ion bave access to the
books aDd records of the mareplated affiUates is wholly vithout Mrit;
the.e docu.eAU are Dot iD tbe posse••ion, custody or cODtrol of tbe
replated entity. The Cit vor)cpapers CODta1.D sufficient iDfoDlat10D far a
full aDd cOllplete audit &Del support the re.PODSe. above.

Bued OD the above, the audit ttI.'s rece .IDdatiOD that the ee-1ssiOD
iepole strict eoD1torina of asc's affiliate lease. dlPGDltrates aD
utoD1.hiDl lack of maderstaDdinl of the strinllDt rules vith vhich ISC is
already iD cOIIpliuce. The rec bas alrucly iIIpos.d ·strict rules
loverniDl••• a1locatioDi of lXpeDIes- in order to avoid cro.s-subsidizatioD;
therefore, the recOPPlDdatiOD for .are restrictiOD is 1.Dappropriate aDd
v11:hout basis. The requ1r__~s propoled would be both burdensOlle and
lIDDecessary.

..

...
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lDlDIlfGIUCOIIIIIIDlTIOIf:

SlIDliDk'. Corporatl con anoca1:1oa proc••• pro.ide. aD opport1mity for the
r.plat.d t.l.pboDe operati.. 1:0 .ubsidize 1el1S0uth'. DODr.plated
c~rcial ••hre.. If Soutbem leU i. UllViU1D& to calculate1:be
ponion of SUD11Dk'. 1.... pric. lDcr..... vhich flov iDto r.plation, the
toul UIOUIlt of the 1..... .hould be di.alloYed.

COIIPAHY llESPOIISE:

'Dli. fiDcIiDl i. 1Dcorrect aDd r.fl.ctl a lack of UDder.;apdiDI of the
iDforMtion prorided aDd r..ined aDd the allocation procedure. ther.iD
de.cribed. Thi. fiDdiDl 1Dcludl. UDY lDcorrect .tat__tl, the lIO.t
siJDificaDt of vb1ch are corr.cted in this r ••pons.. .

- 'DaI fiDdiDl iporu o.,.ioul)' uter1al facti in .tatiDl wDur1D1 the
19.7-88 tae period, the auditor. noted that then VIr••iJDificut
1Dcr..... 1D the 1.... prici. per .quare foot at the limiDp. aDd
Jacbonvill. loca1:1ons.·

As vu docu.llltld to the auditor., the.. rate iDcr..... Vlre DOt tile
re.ult of aD)' chaDl" iD acCOUDt1D& teW!qUlI or _chaD1zation of the
co.t allocation I)'.t_. Vh11e it 11 true that _chaD1zation of the co.t
allocation I)'lt- repr.,at.d a chaDle for SUD1ink iD 1991, it peither
caus.d a .ub.1:aDtial iDcr...e iD co.t allocatioDi us.d for coapari.OD
purpo••• onl)' DOr did it .ff.ct 1.... rate chari'. vhich v.r••stabli.h.d
throup contract PII01:1a1:1.. • •••ral )'ur. prior to 1991.

CODtract _10tia1:1081 aDd 1.... aar---tI MtwHD SUD11Dk aDd 1ST
IlaD&llMDt are typical of UIU-11D11:h trauac1:1ou iD the 1Dciustl')'
vher.by rat.. are ••tabli.hIct baa.d • the real .stat. urut at the tiM
of n'l0tiations. .-.uti•• , cODC•••iODl, cODditiOD, aDd valUi of the
property are all cODlid.r.d in the.. U'auactioDi aDd factor.d iDto the
neloUat.d rate. Hev 1..... for the JacuODYiU. aDd limiDp.
varehous•• v.re Pllotiated iD 1987 aDd 1988 r.spectiv.l)'. It i.
rMlOD&bl. Qat ratu for the utir. .pac. l ....d claaDaed fre. prerious
1..... which ven at or n.ar their expiraUon for ....ral r...ODI.
Fir.t, real ••tate ur1cet rate. vould hay. obviousl)' chaDl.d betwHD 1984
and 1987, IVa absut the iDflaUcmary real ••tate urut. Also,
&dditioD&1 .pac., illprovlMDtI, aDd ...uti•• , vhich iDcr....d the value
of the space ov.rall, vere add.d to .ach of the varehouses baaed on the
r.quirlMDtI of 1ST as foUovs:

~...


